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DIVORCE, BUSINESSES, AND THE 
MYSTERY OF VALUING GOODWILL
Separating Personal from Enterprise Goodwill in Marital Dissolutions
By R. Ja m e s  A le rd in g , C P A /A B V , CVA, A SA , and M ichael J . B erg er, Esq.
In any divorce, division of marital 
assets is frequently one of the most, if 
not the most, hotly contested issues. 
Before assets can be divided, how­
ever, they must be identified and val­
ued. When one of the parties to a 
divorce owns a business, the marital 
or nonmarital character of that busi­
ness interest and its value must be 
determined. One component of the 
value of nearly every business is good­
will in one form or another. The chal­
lenge in a divorce case is determining 
how much of the goodwill in a mari­
tal business can be included in the 
marital estate. The most complex 
courtroom battles of experts usually 
deal with this elusive concept of 
goodwill.
DEFINING GOODWILL
Accountants define goodwill as the 
value of the business in excess of its 
identifiable tangible and intangible 
assets and net of liabilities. IRS regula­
tions state that “goodwill is the value 
of a trade or business attributable to 
the expectancy of continued cus­
tomer patronage. This expectancy 
may be due to the name or reputation 
of a trade or business or any other fac­
tor” (Reg. 1.197-2 (b)(1)). In dissolu­
tion of marriage cases, courts have 
identified two kinds of goodwill: 
enterprise, or entity, goodwill, and 
personal, or professional, goodwill.
Generally speaking, enterprise 
goodwill is that portion of the busi­
ness’s goodwill associated with the 
business itself. For example, to the 
extent that IBM enjoys a reputation 
for manufacturing quality computer 
products, the goodwill associated with 
that reputation is enterprise goodwill. 
No identifiable individual specifically 
contributes to that goodwill value.
Personal goodwill, on the other 
hand, is the value of the services of a 
particular, identifiable individual to 
the business. Personal goodwill is 
encountered most often in a profes­
sional services setting. A physician’s 
private medical practice, for example, 
contains a significant element of per­
sonal goodwill. That physician’s repu­
tation as a practitioner and his or her 
ability to generate business through 
referrals and personal contacts consti­
tutes most of the value of the busi­
ness. It is service oriented and rela­
tively lacking in hard  assets. It 
requires a license or certification that 
is personal to the individual practi­
tioner. The success of the business is 
keyed to the individual physician’s 
continued involvement.
SEPARATING ENTERPRISE AND PERSONAL 
GOODWILL
In a divorce situation, the key ques­
tion with respect to goodwill in a busi­
ness setting is, how m uch of the 
goodwill is personal to the individual 
and how much is the goodwill of the 
business enterprise? This is not a sim­
ple question to answer. In some enti-
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ties, such as a professional practice 
(a doctor’s or lawyer’s practice, for 
example), it is clear that much of the 
goodwill value is personal to the 
individual because the value of the 
practice depends upon that individ­
ual’s skills. A leading California case, 
In re Marriage of Lopez, 38 Cal.App.3d 
93, 113 Cal.Rptr. 58 (1974), sets 
forth certain criteria that the Court 
of Appeals for the Third District 
determined were significant in valu­
ing the goodwill of a professional 
practice. Those criteria include the 
individual’s
• Age and health.
• Demonstrated earning power.
• Reputation in the community for 
judgment, skill, and knowledge.
• Comparative professional success.
• The nature and duration of the 
professional’s practice either as a 
sole proprietor or as a contribut­
ing member of a partnership or 
professional corporation.
The Lopez court talked in general 
about how the goodwill value of a 
professional practice might be deter­
mined, but did not answer the ques­
tion of whether that goodwill should 
be included in the marital estate, or 
to what degree. Instead, the court 
simply stated that “professional 
goodwill may be separate or commu­
nity property or varying degrees of 
both depending on the particular 
circum stances.” Thus, the Lopez 
court defined the issue but failed to 
provide a solution.
Other courts have attempted to 
refine the Lopez ruling just a little. 
The Illinois Supreme court, in In re 
Marriage of Zells, 143 Ill.2d 251, 572
N.E.2d 944 (1991), held that “profes­
sional goodwill as an aspect of eco­
nomic potential is reflected in main­
tenance and support awards in 
dissolution proceedings but is not a 
divisible marital asset.” In Zells, the 
professional practice at issue was the 
husband’s law practice, a classic 
example of a situation in which per­
sonal goodwill exists. The court 
stated that “consideration of good­
will as a divisible marital asset results 
in gross inequity.” This was based on 
the court’s analysis of the relevant 
factors of the Illinois equitable distri­
bution statute: the relevant eco­
nomic circumstance of each spouse 
when the division of property is to 
become effective; the occupation, 
amount, and sources of income, 
vocation skills, and employability of 
each of the parties; and the reason­
able opportunity of each spouse for 
future acquisition of capital assets 
and income. In Illinois practice, this 
is known as the “double dip” argu­
ment: It is not fair to consider a 
spouse’s ability to earn fu ture 
income as an asset subject to a pre­
sent distribution in a dissolution of 
marriage case because the same dol­
lars are being considered as both an 
asset and a stream of income.
Illinois followed the Zells decision 
with In re Marriage of Talty, 166 Ill.2d 
232, 652 N.E.2d 330 (1995). In Talty, 
the business at issue was a car dealer­
ship. The husband argued that 
much of the value of his dealership 
was personal to him. Talty is a depar­
ture from the “professional practice” 
paradigm. One might say that car 
salesmen are not ordinarily held in
the same professional esteem as 
lawyers or doctors. More im por­
tantly, a car dealership has hard 
assets, notably inventory, which can 
be valued and sold. Although a car 
dealership may have an element of 
goodwill in its value, that goodwill 
may not be solely attributable to the 
efforts of the individual owners of 
the business. The Talty court, how­
ever, ruled that a distinction between 
personal and enterprise goodwill 
may be appropriate in certain situa­
tions. The court stated further that 
“to the extent that goodwill inheres 
in the business, existing indepen­
dently of [husband’s] personal 
efforts, and will outlast his involve­
ment in the enterprise, it would be 
considered an asset of the business 
and hence of the marriage. In con­
trast, to the extent that goodwill of 
the business is personal to [hus­
band], depends on his efforts, and 
will cease when his involvement with 
the dealership ends, it should not be 
considered property.”
There’s the rub, of course. Talty 
acknowledged that a business may 
have both elements of personal and 
en terprise  goodwill. The court 
offered no guidance, however, as to 
how that distinction should be 
made. In fact, although other courts 
have adopted the logic of Talty (see, 
for exam ple, Yoon v. Yoon 711 
N .E .2dl265 (Ind. 1999)), there 
appear to be no reported dissolution 
of marriage cases that actually distin­
guish between the personal goodwill 
value and the enterprise goodwill 
value of a business. Litigants file 
appeals, claiming that trial courts
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erred by including personal goodwill 
in the value of an asset subject to dis­
tribution. Appellate courts agree 
with that and remand with instruc­
tions to the trial courts to determine 
the personal vs. enterprise goodwill 
values. But there appear to be no 
reported dissolution of marriage 
cases containing specific instructions 
on how that distinction should be 
made. It seems that the family law 
courts have asked the question, but 
have not answered it.
It should be noted that a family 
law court is a court of equity, not of 
law, and judges usually have broad 
discretion in determining what is 
equitable. Consequently, from a val­
uation perspective, outcomes are 
variable and often seem illogical.
Obviously, the courts are strug­
gling with a difficult issue in an 
attempt to achieve fair results. With 
respect to this goodwill issue, it 
seems that two basic concepts of 
divorce law are in conflict. On one 
hand, courts try to ensure that non­
business owner spouses are compen­
sated for their contributions during 
the marriage. On the other hand, 
the business owner’s post-decree 
income and earnings should not be 
included in an award of m arital 
property.
It should also be noted that the 
issue of personal goodwill is state 
specific. Several states have court 
decisions that “imply” definitions of 
goodwill. These decisions would be 
applicable to other states only to the 
extent that courts in other states 
look to these decisions for guidance. 
However, there is no precedential 
control between states.
OTHER COURTS'  APPROACHES
Maybe divorce courts are simply 
avoiding the issue. It seems likely 
that these kinds of cases settle on 
remand because the valuation ques­
tions are tough. The issue, however, 
has not been completely ignored by 
all courts. Some tax court cases deal­
ing with corporate  liquidations 
address the question. Those cases
seem to hinge on whether the good­
will in question is “vendible.” In Wat­
son, 35 TC 203 (1960), for example, 
the court stated that goodwill, “from 
a tran sferee’s standpoin t, is an 
opportunity to succeed to the advan­
tageous position of his predecessor. 
Generally, attitudes of customers or 
others may be transferred from one 
proprietor to another 1) by furnish­
ing the transferee with all the sym­
bols and other transferable attrac­
tions which invoke a favorable 
response in the customers, and 2) by 
removing the transferor as an alter­
native attraction.”
The Watson approach seems to 
invite a valuation of personal good­
will based on the existence of a non­
com pete agreem ent. In a m ore 
recent tax court case, Norwalk, TCM 
1998-279, the court ruled that a lack 
of non-compete agreements between 
an accounting firm (which was being 
liquidated) and the accountants who 
worked at the firm rendered all of 
the goodwill value in the practice to 
be personal to the individual accoun­
tants. The firm itself had no good­
will. In a similar tax case, Martin Ice 
Cream, 110 TC 189 (1998), the court 
ruled that, because the ice cream 
business had not executed any 
employment agreement or non-com­
pete agreement with a former share­
holder who sold his distribution 
rights to another ice cream com­
pany, the business did not own those 
intangible assets. Thus, the goodwill 
associated with those assets was per­
sonal to the individual former share­
holder.
THE NON-COMPETE AGREEMENT
Based on Watson, Norwalk, and Mar­
tin Ice Cream, it seems that one way to 
assign a value to personal goodwill 
would be by valuing a non-compete 
agreement. Further analysis, how­
ever, indicates that this may not be 
practical, or even possible, in a disso­
lution of marriage situation.
In Norwalk and Watson, the tax 
court used the absence of a non­
compete clause to infer a negative:
No non-compete agreement equals 
no enterprise goodwill in the busi­
nesses. The converse, however, is not 
necessarily true. Does a business 
owner who executes a non-compete 
clause transfer all of his or her per­
sonal goodwill to the company? The 
answer probably is “no.” The value of 
a non-compete agreement is nor­
mally m easured by the potential 
damage the business avoids from the 
assurance that the individual will not 
directly compete for a period of 
time. That is not to say that the indi­
vidual has given up all of his or her 
goodwill. A doctor selling a medical 
practice, for instance, may execute a 
non-compete agreement in which he 
or she agrees not to practice medi­
cine within five miles of the practice 
he or she has sold for a period of five 
years. This protects the business and 
its new owner from direct competi­
tion with the selling physician. It 
does not prevent the physician from 
practicing medicine anywhere, and it 
does not deprive the physician of his 
or her license, training, and exper­
tise.
It is unlikely that any purchasing 
physician would buy this hypotheti­
cal practice without having the seller 
sign a non-compete agreement. It 
may be more practical, however, to 
think of a non-compete agreement 
in the sale of a business as similar to 
title insurance. Although the transac­
tion would not occur without it, the 
value of the title insurance is not 
equal to the purchase price of the 
property. The same is probably true 
of a non-com pete agreem ent. It 
probably does not reflect the true 
value of the individual’s personal 
goodwill.
BUY-SELL AGREEMENTS
A buy-sell agreement, such as may 
exist in a law partnership or other 
professional practice, is sometimes 
used to value an individual’s per­
sonal goodwill. This approach has 
some strengths. A history of transac­
tions according to the buy-sell agree­
ment may provide useful valuation
3
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guidance. Also, the buy-sell agree­
ment may be the required method 
of valuation in certain  circum ­
stances. In a divorce context, how­
ever, this method has limited useful­
ness. For one thing, some courts 
have rejected it. In In re Marriage of 
Gunn, 233 Ill.App.3d 165, 598 
N.E.2d 1013 (5th Dist. 1992), the 
court specifically refused to consider 
the buy-sell agreement in placing a 
value on the husband’s shares in a 
law firm. The court noted that the 
document was “a friendly negotiated 
document between friendly parties 
who have as a sole purpose the con­
tinuation of legal practice.” Thus, a 
buy-sell agreement may not reflect 
economic reality. It also may stipu­
late some form of book value, which 
does not give consideration to intan­
gible assets or tangible assets with a 
fair market value in excess of their 
book value. Thus, a buy-sell agree­
ment may not be a useful measure of 
the value of personal goodwill.
NET ASSET METHOD
The net asset valuation is easily 
understood, which makes it initially 
a very attractive means of valuing a 
business interest. Simply put, net 
asset value is the fair market value of 
tangible and intangible assets minus 
liabilities. This method adjusts tangi­
ble assets to fair market value and 
values intangible assets separately 
using appropriate methodologies. 
Of course, describing how this valua­
tion method is used points out its 
weaknesses. Valuing intangible assets 
using “appropriate methodologies” 
can become very complicated, which 
makes this valuation less easy to 
understand. Net asset valuation does 
not ultimately render a very good 
indicator of goodwill.
COMPARABLE TRANSACTIONS METHOD
The com parable transactions 
method uses transactions in the sub­
ject company’s stock or other similar 
companies to provide an indication 
of value for the interest being val­
ued. The fact that the business’s
goodwill was transferable in another 
transaction may indicate that the 
goodwill is entity goodwill rather 
than personal (if you are represent­
ing the non-owner spouse, this indi­
cation is useful). Similar transac­
tions, or transactions in the same 
business are considered very helpful 
indications of value, and the saleable 
natu re  of com panies in certain  
industries may indicate that personal 
goodwill is not prevalent in those 
industries.
This approach, however, does 
have weaknesses. In some industries, 
reported transactions may be few, if 
any. Detailed information for the 
transactions that took place may be 
lacking, such as the presence or 
absence of non-com pete agree­
ments, historical operations, and 
similar details that vary tremendously 
from business to business. Although 
the comparable transaction method 
is useful, it is still important to give 
great consideration to the specific 
facts of the case. The subject busi­
ness and characteristics of the owner 
may be quite different from appar­
ently similar businesses that were 
sold. Failure to account for those dif­
ferences can weaken an otherwise 
strong opinion of value.
INCOME APPROACH
The income approach predicts a 
future stream of income and then 
discounts that stream of income to a 
present value using a risk-adjusted 
discount or capitalization rate. This 
method is generally considered to 
provide a good indication of all of a 
company’s value, including goodwill 
and other intangible assets. It pro­
vides the valuator with flexibility to 
tailor the appraisal because he or she 
can consider the personal goodwill 
of the business in several ways: 
decrease the future cash flows of the 
business; increase the risk when cal­
culating the discount rate; quantify 
and deduct a key person discount 
for the individual; or allocate the 
resulting total goodwill to entity and 
personal goodwill.
A useful tool to assist in allocating 
the goodwill is illustrated in the 
requirements of SFAS 141 and 142 
recently issued by the Financial 
Accounting Standards Board. SFAS 
141 eliminated the pooling of inter­
est accounting for m ergers and 
acquisitions and now requires 
accountants to use the purchase 
method of accounting. Under this 
standard, purchase price allocation 
is much more rigorous than before, 
especially to identifiable intangible 
assets, such as customer lists, patents, 
and the like. This makes the calcula­
tion of goodwill more scientific, 
because the goodwill is then deter­
mined to be the residual after the 
value of other intangible assets is 
identified.
Interestingly, the am ount of 
goodwill recognized under SFAS 141 
and 142 could be reduced because 
amounts that previously would have 
been deemed goodwill are allocated 
to other intangible assets. From a 
divorce valuation standpoint, this 
could decrease the am ount that 
could be deemed personal goodwill, 
which would be beneficial to the 
non-owner spouse.
A potential weakness of using the 
income approach to value goodwill 
is that the process of separating 
goodwill can be rather subjective. A 
valuator using this method must con­
sider all the factors that affect per­
sonal goodwill in order to present a 
credible opinion of value that will 
hold up under cross examination.
OTHER METHODS
Valuation in a litigation context can 
be something of a free-for-all. Imagi­
native valuators sometimes use 
“methods” that are not necessarily 
routine or recognized in order to 
suggest a value that, for one reason 
or another, makes sense to the valua­
tor. Some of these approaches 
include the following:
• Point scoring. The factors to be 
considered for personal vs. entity 
goodwill are subjectively “scored” 
to obtain relative values.
4
Winter 2003 C P A  Expert
• Analysis of actual competition. The 
valuator prepares a spreadsheet 
showing how much business the 
individual could “take” in the 
years after departure and deter­
mines the impact on net income 
and, thus, value.
• Average income. The valuator 
assumes the personal goodwill is 
equal to a multiple (usually 0.75 
to 1.5 times) of average income 
for similar professionals and that 
any competent professional could 
earn the average.
• Workforce in place. The valuator 
assumes the value of the work­
force in place is entity goodwill.
DIVORCE LAW REALITY
One of the problems with presenting 
any business valuation in a divorce 
context is that it is necessarily artifi­
cial. Business appraisers nearly 
always try to make their opinions of 
value comply with the “fair market 
value” definition of Revenue Ruling 
59-60: the price at which the property 
would change hands between a willing 
buyer and a willing seller when the former 
is not under any compulsion to sell, both 
parties having reasonable knowledge of 
relevant facts.
As any experienced divorce lawyer 
knows, this makes no sense in a 
divorce case. In the vast majority of 
cases, the business owner spouse has 
no intention of selling the business, 
and more often than not, the fact 
that he or she is required to share its 
value with the non-owner spouse is
AVOIDING NONCOMPLIANCE RISKS IN 
LITIGATION SERVICES
AICPA Releases New Special Report on Litigation Services
Litigation services continue to be 
among the most im portan t and 
fastest growing consulting services. 
About 12% of all AICPA members 
in public practice either serve as 
expert witnesses or have an interest 
in this area. In addition, according 
to the latest Accounting Today Indus­
perceived as akin to a “compulsion 
to sell.” Moreover, frequently the 
non-owner spouse (and that spouse’s 
experts) may not have “reasonable 
knowledge of the relevant facts.”
Pretrial discovery is an imperfect 
process, after all. And yet, in divorce 
cases, time and again the square peg 
of business valuation techniques is 
forced into the round hole of mari­
tal asset identification. The lawyers 
are not always so knowledgeable 
about sophisticated business theo­
ries, the litigants have numerous 
other concerns (support, custody, 
visitation, distribution of property), 
and the judges often know very little 
about economic theory. Although 
there is a desire to do the “fair” 
thing, it is often nearly impossible to 
figure out just exactly what is “fair.” 
Tax court cases about dissolving 
accounting firms and ice cream ven­
dors shed very little light on the real­
ity of divorce. The most sensible 
“reality” to remember is this: After 
the divorce, the business owner 
needs to be able to continue in busi­
ness, and the non-owner spouse 
needs to be compensated appropri­
ately. Attempts to value personal 
goodwill must be done with an eye 
toward that reality.
FIGHT ONLY GOOD FIGHTS
Lopez, Talty, and all the cases that 
have come since do nothing to clar­
ify the issue of what constitutes per­
sonal goodwill and how to separate it 
from enterprise goodwill. At best,
try Survey, litigation services are 
among the fastest growing services 
offered by the top 100 accounting 
firms.
CPA litigation work comprises a 
wide range of services including cal­
culation of economic damages, val­
uations, fraud prevention, detec­
they remind the matrimonial bar 
that this issue exists and is not going 
away. Lawyers need to take a realistic 
approach to goodwill questions. If 
the case is large enough, the thing to 
do is to get the best valuation expert 
available and make sure that that 
expert can explain his or her posi­
tion—whatever it may be—clearly 
and simply. The case law suggests 
that these matters are “beauty con­
tests:” The best expert wins. If the 
client can afford the best expert, 
then this issue is worth the fight. If 
the stakes are not so large, however, 
then this issue may not be worth pur­
suing. It may not benefit the client to 
spend all of his or her money fight­
ing over the goodwill inherent in a 
dog-grooming business run by a 
really good dog groomer.
The best lawyer can see the differ­
ence between a case worth the fight 
and a case that is not. This is not to 
suggest that the client does not 
deserve the best representation pos­
sible. Far from it. The suggestion is 
that, sometimes, the best representa­
tion is to resolve the issue without 
the fight. Economic reality demands 
that the dollars involved be worth 
the dollars spent. X
R. James Alerding, CPA/ABV, CVA, ASA, is 
with Clifton Gunderson LLP, Indianapolis, 
and Michael J. Berger, Esq. with Kalcheim, 
Schatz & Berger, Chicago. Travis Chamber- 
lain, CPA/ABV, of Clifton Gunderson LLP, 
Indianapolis and Jennifer Cantrell, Esq. of 
Kalcheim , Schatz & Berger, Chicago, 
assisted in developing this article.
tion, and investigation, tax analyses, 
bankruptcy analyses, attestation ser­
vices, and many other areas. In con­
nection with this work, CPAs can 
serve in many roles: consultants, 
experts, triers of fact, special mas­
ters, arbitrators, and other roles.
To be effective litigation services 
practitioners, whether full-time or 
part-tim e, i t ’s critical that CPAs 
know, understand, and comply with 
the applicable standards, rules, and 
laws. The AICPA’s Consulting Ser­
vices Special Report (CSSR) 03-1, 
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Litigation Services and Applicable Profes­
sional Standards, provides guidance 
to achieve these objectives. The new 
Special Report supercedes Consult­
ing Services Special Report 93-1, 
Application of AICPA Professional Stan­
dards in the Performance of Litigation 
Services.
To perform such professional ser­
vices, CPAs need to understand and 
adhere to the relevant sections of the 
AICPA Code of Professional Con­
duct, including Section 102 
(Integrity and Objectivity), Section
201 (General Standards), Section
202 (Compliance with Standards), 
Section 301 (Confidential Informa­
tion), and, in certain cases, Section 
101 (Independence) and Section
203 (Accounting Principles).
CPA litigation practitioners also 
need to comply with the Statement
on Standards for Consulting Ser­
vices No. 1, and, in certain cases, 
with Statements on Auditing Stan­
dards (SASs), Statements on Stan­
dards for Attestation Engagements 
(SSAEs) and Statements on Stan­
dards for Accounting and Review 
Services (SSARS). In addition, CPA 
litigation  p rac titioners  need  to 
comply with applicable federal and 
state court rules, to follow relevant 
case law, and to comply with other 
applicable laws, including the Sar­
banes-Oxley Act of 2002.
The new Special Report 03-1, Liti­
gation Services and Applicable Profes­
sional Standards, provides guidance in 
all these areas and includes sections 
addressing conflicts of interest, work 
paper form and content, and report­
ing. Issued by the AICPA’s Responsi­
bilities of Litigation Practitioners
Task Force and the Litigation and 
Dispute Resolution Services Subcom­
mittee, this Special Report can be 
ordered online at www.cpa2biz.com/store, 
or toll free by phone at 1-888-777- 
7077 or fax at 1-800-362-5066. X
Members of the AICPA Consulting 
S erv ices  M em bership  S ection  
receive copies of Consulting Ser­
vices Practice Aids and Special 
Reports as a member benefit. Sec­
tion members should receive Con­
sulting Services Special Report Liti­
gation  Services and Applicable  
Professional Standards by early 
March. Other AICPA members can 
purchase it for $26 and nonmem­
bers for $3 2 .50 . Ask for product 
number 055297CX.
EXPERT Tools
HELP IN IMPLEMENTING SFAS 141 
AND 142
A review of Valuation for Financial Reporting: Intangible Assets, Goodwill, and 
Impairment Analysis, SFAS 141 and 142 by Michael J. Mard, CPA/ABV, James R . 
Hitchner, CPA/ABV, Steven D. Hyden, and Mark L. Zyla, CPA/ABV (New York: 
John Wiley &  Sons, 2002) 160 pages, ISBN: 0471237531
By C h ris t ia n  T r e g il l is ,  C P A /A B V
Valuation for Financial Reporting: 
Intangible Assets, Goodwill, and 
Impairment Analysis, SFAS 141 and 
142 is a concise, yet tho rough , 
guide to the new accounting stan­
dards adopted as of June 29, 2001. 
Authored by recognized specialists 
in the field of valuation, this book 
offers a conceptual framework for 
the new guidelines put forth by the 
Financial Accounting Standards 
Board (FASB), as well as a detailed 
work plan for the implementation 
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of the two standards.
The book is an aid to profession­
als who are trying to work through 
the confusing and challeng ing  
process of implementing SFAS 141, 
which has changed  the face of 
merger and acquisition accounting 
once again, and SFAS 142, which 
enforces the req u irem en t for 
annual testing  of goodwill for 
impairment at the reporting unit 
level. Pooling of in terests is no 
longer permitted under SFAS 141,
thereby requiring a step-up in the 
basis of the assets required and, 
hence, the allocation of the appro­
priate portion of the total purchase 
price to each asset. SFAS 142 
requires that each company that 
has publicly traded securities must 
identify reporting units based on 
specific criteria  set forth  in the 
statement, allocate all appropriate 
corporate assets and liabilities, and 
test each reporting unit’s goodwill 
for po ten tial im pairm ent on an 
annual basis. The exercise requires 
valuation analysis in order to com­
plete the testing process.
Valuation for Financial Reporting is 
a valuable tool for corporate finan­
cial executives, merger and acquisi­
tion specialists, and professionals 
performing business and intangible 
asset valuations. It explains the 
rationale behind the FASB changes 
to the accounting rules and their 
relevance to real world data and 
public company analytics and pro­
vides detailed examples of both 
SFAS 141 and 142 financial 
accounting exercises and specific 
guidance on identifying and valu­
ing in tangible assets. The book
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includes explanations of various 
valuation methodologies that are 
generally accepted in the valuation 
community for intangible assets, 
including guidance relating to in- 
process research and development 
(IPR&D) and intellectual property.
VALUING FIXED ASSETS
T hough the valuation  of fixed 
assets may be required in an analy­
sis of goodwill impairment under 
SFAS 142, the book does no t 
address the issue other than to sug­
gest that a specialist in real estate or 
personal property be employed if 
the fixed assets are material or the 
situation warrants it (that is, there 
is good reason to believe that the 
book value does not accurately rep­
resent the fair value of the assets). 
While the book cannot be used as a 
guide to the valuation of those tan­
gible assets, it offers tools that are 
complementary to those of a fixed 
asset specialist. As a result, such 
specialists and their analyses would 
benefit from reading Valuation for 
Financial Reporting.
In a clear and comprehensive 
form at, the authors successfully 
educate the reader on the salient 
points and also exhaust the topics 
and potential issues that are con­
fronted in the process of imple­
menting SFAS 141 and 142. This is 
done in a m anner that does not 
confuse what are considered to be 
two of the most convoluted proce­
dures issued by FASB in recen t
years. Valuation for Financial Report­
ing can benefit corporate financial 
planning professionals at all levels, 
as well as valuation representatives 
with little experience or those with 
extensive exposure and many years 
of industry expertise behind them. 
The book manages to present the 
material in a m anner that keeps 
executive-level personnel interested 
while maintaining a straightforward 
style that can be understood  by 
entry-level professionals. X
Christian Tregillis, CPA/ABV, is the leader 
of Deloitte & Touche’s Intellectual Prop­
erty Services practice in Southern Califor­
nia. He can be reached at 213-996-5917 or 
ctregillis@deloitte.com.
EXPERT Tools
NEW TOOLKIT FOR VALUATION 
ANALYSTS IS AVAILABLE ONLINE
Provides Guidance for Compliance with SFAS Nos. 141 and 142
The new Valuation Toolkit for Finan­
cial Accounting Standards Board 
(FASB) Statement of Financial 
Accounting Standards (SFAS) No. 141 
and SFAS No. 142 contains practical 
reference materials for performing 
fair value m easurem ent engage­
ments in connection with business 
combinations and acquired good­
will and o ther intangible assets. 
This Toolkit, developed by leading 
experts from the AICPA’s 141/142 
Task Force, under the Business Val­
uation Subcommittee, assists the 
experienced valuation analyst to 
achieve com petence to conduct 
these engagem ents for purchase 
price a llocations and goodwill 
impairment analyses.
SFAS No. 141, Business Combina­
tions, which supercedes Accounting
Principles Board (APB) Opinion 
No. 16, provides guidance on 
accounting for asset acquisitions, 
including: (1) initial recognition; 
(2) initial measurement; (3) alloca­
tion of the purchase price; and (4) 
post-acquisition accounting. In 
short, Statement 141 describes how 
to distinguish  in tang ib le  assets 
from  goodwill when an entity  
acquires equity interests or the net 
assets constituting a business, and 
the process for asset allocation.
SFAS No. 142, Goodwill and Other 
Intangible Assets, which supercedes 
APB O pinion No. 17, addresses 
financial accounting and acquired 
goodwill and o th er in tang ib le  
assets. This Statement explains how 
in tang ib le  assets should  be 
accounted for upon their acquisi­
tion. It then addresses how good­
will and o ther intangible assets 
should be accounted for after they 
have been initially recognized in 
the financial statements. SFAS 142 
explains how to amortize the pur­
chased intangibles and how to eval­
uate and m easure im pairm en t 
when necessary.
Valuation Toolkit m aterials 
include valuable training informa­
tion, a bibliography of important 
reference sources, engagement let­
ter considerations, checklists, and 
much more. Additional materials 
will con tinue  to be added. To 
access the new Toolkit, refer to the 
following AICPA Web site link: 
www.aicpa.org/members/div/mcs/index.htm. X
Task Force members and contributors  
included Neil Beaton, chair, James Rigby, 
Lynford Graham, Greg B ailes, Steven  
Schenbeck, Mark Zyla and others. Valua­
tion analysts should also refer to the Audi­
tor’s Toolkit for Auditing Fair Value Mea­
surements and Disclosures, developed by 
the AICPA’s Audit and Attest Standards 
Team, released in January 2003. For fur­
ther information on the Valuation Toolkit, 
contact James C.H. Feldman, CPA/ABV, 
MBA, AICPA Manager of Business Valua­
tion and L itiga tion  S ervices, at 
jfeldman@aicpa.org.
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EXPERT To o l s
TRIAL ATTORNEYS' ADVICE ON EXPERT 
REPORTS
A review of Writing and Defending Your Expert Report: The Step-by-Step 
Guide with Models by Steven Babitsky, Esq. and James J. Mangraviti, Jr., Esq. 
(Falmouth, MA: Seak, Inc., 2002) ISBN: 1892904217
By M ichael A. C ra in , C P A /A B V , A S A , CFE
Writing and Defending Your Expert 
Report: The Step-by-Step Guide with 
Models is written for expert witnesses 
in any field. In approximately 400 
pages, it focuses on the development 
of the ex p e rt’s w ritten repo rt 
whether it relates to accounting, 
finance, medical, or engineering 
issues. The authors, trial attorneys 
Steven Babitsky and James J. Man­
graviti, Jr. promote the idea that a 
well-written report is the best line of 
defense against attack by opposing 
counsel. They also discuss tactics 
used by opposing attorneys and the 
best ways experts can deal with them.
Although this text is not written 
specifically for accountants and 
other financial experts, it includes 
well-written discussions of writing 
expert reports for any field and of 
cross-examination tactics. Roughly 
one-third of the book comprises 
model reports (or case studies) for 
expert witnesses testifying on a vari­
ety of subjects. The majority of the 
twelve model reports do not deal 
with accounting or financial experts. 
Nevertheless, a study of these model 
reports should provide a deeper 
understanding of what makes any 
expert report well-reasoned and well- 
documented.
SOMETHING FOR EVERY EXPERT
Throughout the text, the authors dis­
cuss Daubert in the context of a written 
report. The first two-thirds of the book
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comprises 16 chapters that relate to 
any type of expert witness. Topics 
range from basic information for the 
relatively new expert witness to the 
“science” of written expert reports. 
The latter subject area should be par­
ticularly interesting for even the most 
experienced testifying experts. More 
advanced topics include:
• Organizing and formatting writ­
ten reports.
• Disclosing documents reviewed by 
the expert.
• Expressing and docum enting 
detailed  and specific factual 
assumptions.
• Stating opinions and conclusions 
in a defensible manner,
• Using citations to textbooks, arti­
cles, etc. to enhance a report’s 
credibility.
• Making an expert report power­
ful, persuasive, and understand­
able, and avoiding red-flag words. 
This reviewer is not aware of any
other texts that cover these types of 
topics in such detail. Therefore, 
Writing and Defending Your Expert 
Report may be a valuable item for 
even the most experienced litigation 
services practitioner.
The authors also discuss more 
basic aspects of written reports with 
references to case law in which par­
ticular issues relating to the expert or 
the written report were ruled upon. 
Included, for example, is a reference 
to a case in which an expert report
was found to be inadequate under 
Federal Rule of Civil Procedure 26.
FORMAT AND LANGUAGE ISSUES
The chapter on formatting discusses 
the construction of the report such 
as the use of topic headings to break 
up the report and to make it easier 
to find particular topics of discus­
sion; the importance of writing in 
short, concise paragraphs; and sug­
gested line spacing to make the 
report easier to read. In the chapter 
on the disclosure of docum ents 
reviewed by the expert, the authors 
discuss the usage of qualifying lan­
guage such as including, including, 
but not limited to, relevant portions of, 
and various. This section, as well as 
many other chapters throughout the 
book, includes examples of cross- 
examination questions and answers 
to allow the authors to make a point 
on a particular topic.
The cross-examination questions 
and answers are a bit contrived. 
However, they effectively illustrate 
how an opposing attorney may 
exploit a particular point. The chap­
ter on stating opinions and conclu­
sions in a defensible m anner 
includes the authors’ opinion about 
the use of “magic words” such as 
based upon a reasonable degree of 
accounting certainty. The authors dis­
cuss avoiding hedge words such as it 
seems and I  believe. This chapter also 
demonstrates case citations in which 
the expert report was deemed overly 
vague and insufficient in opinions to 
establish legal proof. In these case 
citations, the text includes the rele­
vant portions of a case. Other chap­
ters discuss topics such as suggested 
wording and phrases to use and 
those to avoid.
ATTACKING EXPERT CREDIBILITY
The final chapter, “Defeating Coun­
sel’s Tactics,” describes ways that 
attorneys are trained to attack the 
credibility of an expert witness. It 
provides brief discussions on each 
topic and includes sample cross- 
examination questions and answers
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to illustrate the point. As previously 
mentioned, approximately 140 pages 
of this book consist of model reports. 
A lthough most of the 12 m odel 
reports relate to medical issues, for 
financial experts, the reports demon­
strate good reasoning in formulating 
an expert opinion as well as effective 
report structure.
This text is more appropriate for 
the experienced testifying expert. 
Less experienced litigation services
practitioners may be better off start­
ing with more basic guidance on 
report writing such as the AICPA’s 
Consulting Services Practice Aide 96- 
3, Communicating in Litigation Ser­
vices: Reports or the relevant portions 
of Practitioners Publishing Com­
pany’s Guide to Litigation Support Ser­
vices.
Both authors of the book are trial 
attorneys by training and currently 
work for Seak, Inc., the publisher of
the book. Both have written several 
other textbooks as well. Seak pro­
vides educational materials in a vari­
ety of litigation matters. X
Michael A. Crain, CPA/ABV, ASA, CFE is a 
shareholder with Peed, Koross, Finkelstein 
& Crain, P.A. in Ft. Lauderdale, Florida. He 
practices primarily in the forensic account­
ing, damages, and business valuation areas. 
He is a current member of the AICPA’s Busi­
ness Valuation Subcommittee and a past 
member of the Litigation and Dispute Reso­
lution Services Subcommittee. He can be 
reached at mcrain@pkfccpa.com.
LETTER FROM THE 
CHAIR
By S a n d ra  Jo h n ig a n , cha ir of the A ICPA 
L it ig a t io n  and D ispute R e so lu tio n  S e rv ic e s  
S u b co m m itte e
Serving as chair of the AICPA Litiga­
tion and Dispute Resolution Services 
Subcommittee (LDRS) during 2002 
was both a privilege and a challenge. 
During the year, LDRS members 
focused on the following objectives:
• Increase recognition of litigation 
services as a growing practice.
• Raise the awareness of lawyers and 
other service professionals of the 
role of CPAs in litigation.
• Develop, prom ote, and create 
demand for litigation services.
• Assess the need for accreditation.
• Develop and disseminate technical 
content and practice aids, including 
those related to industry, legisla­
tive, and regulatory matters.
The committee serves in a strate­
gic role with task forces providing 
the operational structure for the var­
ious committee projects. Committee 
members generally serve as chairs of 
the various task forces. Task forces in 
operation during 2002 and continu­
ing in 2003 include those for specific 
services and those for special pro­
jects (with a limited life), as follows:
Services Task Forces
• Bankruptcy
• Economic Damages
• Family Law (now incorporating 
alternative dispute resolution in 
family law)
• Fraud
Special Project Task Forces
• Special Report 03-1: Litigation Ser­
vices and Applicable Professional 
Standards
• Fraud Competency Model and 
Accreditation Assessment
• Business Valuation and LDRS 
Competency Model
• Business Valuation and LDRS 
Membership Section
• Education
LDRS provides at least one mem­
ber to the LDRS and Fraud confer­
ence planning steering committees 
and this year’s member, Ann Wilson, 
was the chair of the 2002 Advanced 
Litigation Conference held in Las 
Vegas October 30 through Novem­
ber 1.
In addition, a member serves as 
liaison to State Societies and this 
year one member joined the AICPA 
Professional Ethics Task Force 
addressing issues raised by the Sar­
banes-Oxley Act of 2002.
ACCOMPLISHMENTS AND ONGOING 
PROJECTS
Completing the consideration of 
Statement of Responsibilities (SOR) 
exposed for public comment from 
December 1, 2001 until January 31, 
2002 was a major 2002 milestone. 
After consideration of many 
thoughtful comments, the SOR has 
been repositioned  as a Special
Report. Special Report 03-1, Litiga­
tion Services and Applicable Professional 
Standards is expected to be available 
in early March 2003. We expect to 
follow the publication of the special 
report with a Web cast discussing the 
guidance in it, including what is new 
compared with superseded Special 
Report 93-1. Other existing Practice 
Aids and Special Reports are under 
review for updating and editing to 
conform to SR 03-1.
Consulting Services Practice Aid 
02-1, Business Valuation in Bankruptcy 
was published during 2002. The prac­
tice aid is designed as educational 
and reference material for AICPA 
members and others who provide 
such consulting services, as defined 
in the Statement on Standards for Con­
sulting Services issued by the AICPA. 
The authors of this practice aid are 
Grant Newton, Professor of Account­
ing, Pepperdine University; Paul N. 
Shields, Partner, Nielson Elggren 
LLP; and James F. Hart , Vice Presi­
dent, Taylor Consulting Group, Inc. 
Subsequent to the release of the 
practice aid, Mr. Newton and Mr. 
Shields participated in an August 21, 
2002 CPA2Biz Bankruptcy Web cast.
An accomplishment completed in 
record time was the creation of a 
Competency Assessment Tool for 
Fraud Detection, Prevention and 
Investigation. Diane Womack was the 
chair of the task force performing this 
feat. The model addresses competen­
cies for an internal auditor, external 
auditor, and an investigator, includ­
ing position profiles in each of those 
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areas. A fraud body of knowledge was 
also identified and will be further 
expanded and incorporated into the 
competency model. The task force 
completed the fraud competency 
model and position profiles that were 
included in the AICPA online compe­
tency self-assessment tool, launched 
during October 2002 on CPA2Biz. To 
check it out, go to www.cpa2biz.com and 
sign in. You’ll find a listing under 
online products for the Competency 
Assessment Tool. When you launch 
the tool it will give you the opportu­
nity to select various models, one of 
which is Fraud Prevention, Detection, 
and Investigation.
On October 30, 2002, the AICPA 
Financial Planning team and LDRS 
Subcommittee hosted a panel discus­
sion to address the impact of the Sar­
banes-Oxley Act on litigation and 
fraud consultants’ practices and 
clients. The panel of experts 
included members of the LDRS sub­
committee and AICPA staff from the 
Financial Planning and Professional 
Standards and Services team. LDRS 
State Subcommittee Liaisons were 
invited, along with practitioners 
from across the country, to partici­
pate in the interactive discussion to 
address and sort out the provisions 
of the act, to gain an update on cur­
rent AICPA implementation activi­
ties, and to raise and debate issues 
that have an impact on services to be 
provided to publicly held clients.
Information shared during the 
discussion helped form the input 
that LDRS provided to the AICPA 
for its comment letter to the SEC on 
certain proposals for implementa­
tion of the Sarbanes-Oxley Act. 
LDRS intends to distribute a sum­
mary of the information from the 
October 30, 2002 meeting, including 
the relevant information from the 
AICPA January 9, 2003 SEC com­
ment letter addressing certain provi­
sions and implications of the Sar­
banes-Oxley Act. The distribution of 
information on this subject will con­
tinue as events unfold over the next 
several months.
O ther noteworthy endeavors 
include a Damage Computation Sur­
vey and Research Project by Mr. Mike 
Crain. The survey and project started 
as a function of Mr. Crain’s presenta­
tion entitled “Differences Between 
Performing Business Valuations and 
Calculating Lost Profits,” which was 
offered at the AICPA Annual 
Advanced Litigation and Fraud Con­
ference and the AICPA Business Valu­
ation Conference. Mr. Crain, with the 
assistance of the AICPA research and 
innovation team, developed a survey 
and e-mailed it to LDRS practitioners 
in late August 2002. The survey 
requested input about what litigation 
services practitioners felt was appro­
priate in performing lost profits com­
putations. Mr. Crain presented his 
findings during his sessions at the 
conferences. Currently, the AICPA is 
determining the next steps in the 
research project, including Web casts, 
articles, and the development of prac­
tice aids and other educational tools.
IN PROCESS
The Family Law task force has com­
pleted an outline for a Family Law 
practice aid, with the focus of the aid 
solely on divorce. The task force has 
targeted 2003 for publication.
Members of both the Business 
Valuation and Litigation and Dis­
pute Resolution Services Subcom­
mittee have joined the Professional 
Ethics Task Force, which is charged 
with modernizing professional ethics 
rules for independence, including 
those affecting financial services 
company clients (such as banks and 
insurers), those related to non-attest 
services (for example, bookkeeping, 
payroll and internal audit assistance 
services) and client affiliates. The 
first task force meeting was held in 
New York in October 2002.
Members of the Business Valua­
tion and Litigation and Dispute Res­
olution Services Subcommittees are 
participating on a task force to cre­
ate a BV/LDRS competency model. 
Preliminary work has begun and a 
meeting will be held in early 2003 to
finalize the model which will ulti­
mately be incorporated  into the 
online competency self-assessment.
To date, a num ber of m arket 
research surveys have been con­
ducted to determine member needs 
for a proposed BV/LDRS Member­
ship Section and for the existing 
Consulting Services Membership 
Section. The section vision continues 
to be investigated and revised based 
on survey results. Proposed deliver­
ables, an action plan, and a possible 
implementation timeline for such a 
section are under consideration.
FRAUD— A SPECIAL AGENDA
The opportunity and challenges in 
the area of fraud investigation and 
prevention are many in today’s envi­
ronment. The Fraud Task force, led 
by Bert Lacativo, outlined the follow­
ing as some of its current and future 
activities:
Current Special Projects
• Work with the AICPA to develop 
a Fraud Resource Center. The 
first stage is completed, and it is 
expected that this will be an ongo­
ing evergreen project. Visit the 
Web site at www.aicpa.org/antifraud/home- 
page.htm.
• Develop a white paper describing 
issues facing LDRS practitioners 
as a result of the issuance of SAS 
99.
• M onitor roll out of AICPA’s 
fraud-related educational materi­
als and assist as needed in review 
and development.
• Work with the AICPA to develop 
a Fraud Web cast series. The first 
Fraud Web cast was presented in 
2002. Future Web casts are 
expected in 2003.
Other Ongoing Projects
• M onitor activities of the Anti- 
Fraud Task Force. Sandra Johni­
gan and Elliott Leary are current 
and past LDRS members of the 
task force.
• Provide input to the Institute for 
Fraud Studies as required.
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• Provide inpu t to the AICPA 
regarding suggested anti-fraud 
criteria and controls recommen­
dations to the Accounting Stan­
dards Board as required.
• Provide agenda input for the 
AICPA’s planned executive sum­
mit as required.
• Provide input regarding fraud 
prevention for inclusion in uni­
versity curricula and textbooks as 
required.
I look forward to another chal­
lenging and interesting year. The
FIGHTING FRAUD 
ON THE FRONT 
LINES
AICPA President and CEO Barry C. 
M elancon has called upon the 
accounting profession to rejuvenate 
the profession’s culture and partici­
pate in restoring its reputation. The 
AICPA Litigation and Dispute Reso­
lution Services (LDRS) Subcommit­
tee is involved in this effort, as 
reported by Subcommittee Chair 
Sandra John igan  at the AICPA 
National Conference on Advanced 
Litigation Services and Fraud, Octo­
ber 31—November 1, 2002 in Las 
Vegas. (See “Report from the Chair” 
on page 9.)
CORNERSTONE: A NEW ANTIFRAUD 
STANDARD
The A uditing Standards Board 
(ASB) of the AICPA approved a new 
standard, Statement on Auditing 
Standards (SAS) No. 99, Considera­
tion of Fraud in a Financial Statement 
Audit (AICPA, Professional Stan­
dards, vol. 1, AU sec. 316). SAS No. 
99 supersedes an earlier SAS with 
the same title, SAS No. 82, Considera­
tion of Fraud in a Financial Statement 
Audit (AICPA, Professional Standards, 
vol. 1, AU secs. 110, 230, 312, and 
316), and provides auditors with 
additional guidance for detecting 
material fraud.
committee values your input and 
hopes you will contact us when you 
have questions, comments, ideas, 
and solutions to issues of the 
moment. Here’s how to find us:
• Sandra Johnigan: 
skj@johniganpc.com
• Ed Dupke:
edupke@rehmann.com
• Dale Kitchens: 
dale.kitchens@ey.com
• Bert Lacativo: 
bert.lacativo@fticonsulting.com
• Sharyn Maggio:
PARTS FOR MANY PLAYERS
The fight against fraud begins with 
strong fraud prevention programs 
and controls. SAS No. 99 requires 
auditors to review the organization’s 
programs and controls to address 
fraud risks. Clearly, however, the 
fight against fraud is not just the 
external aud ito r’s responsibility. 
In ternal auditors, m anagem ent, 
boards of directors, audit commit­
tees, and employees have a role in 
this effort. CPAs, bringing various 
technical skills and expertise to the 
effort, can assist all in playing their 
parts.
Building an Antifraud Arsenal
Tools— Some Free— To Help CPAs and Their Clients Fight Fraud
Up and running is the new Antifraud and Corporate Responsibility Resource Cen­
ter devoted to the prevention, detection, and investigation of fraud. The Center 
features technical literature, educational materials, training, and news on recent 
developments, as well as links to supporting products and services that can be 
ordered through CPA2Biz.com. Visit the new Center at w w w .a ic p a .o rg /a n t if ra u d  to 
explore its many sections, information, and tools.
FREE TRAINING PROGRAM
The AICPA’s Antifraud and Corporate Responsibility Program also introduced a 
one-hour training program designed to help the U.S. business community provide 
corporate fraud prevention training to all personnel. The free program, How Fraud 
Hurts You and Your Organization, is designed to provide valuable insight to vari­
ous audiences, ranging from consultants to corporate financial managers, senior 
executives, and boards of directors. The program was created by the Institute 
with the Association of Certified Fraud Examiners (ACFE). it is available free-of- 
charge on CD-ROM or it can be downloaded from w w w .a ic p a .o rg /a n tifra u d  AICPA mem­
bers also can order the CD-Rom by calling 888-777-7077 and requesting Product 
Number 056513HS (an $8 shipping and handling fee applies).
Sharyn.maggio@verizon.net
• Glenn Scott Newman: 
gnewman@parentenet.com
• CP Schumann: 
salty@stic.net
• Matthew Schwartz: 
mschwartz@bederson.com
• Michael Ueltzen: 
mueltzen@ueltzen.com
• Charles Wilkins: 
charleswilkins@kpmg.com
• Ann Wilson: 
ann@aewilsoncpa.com
Auditors can use the assistance of 
CPAs skilled in fraud detection in 
implementing provisions of SAS No. 
99. Forensic accountants can help 
the engagement team in planning 
the audit and designing audit tests 
responsive to fraud risks. They can 
teach engagement team members 
techniques for interviewing person­
nel. They can also educate the team 
about the incentives that lead people 
to commit fraud, the rationalizations 
people rely on to justify their behav­
ior to themselves, as well as the 
methods of actually perpetrating 
fraud.
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PREVENTIVE MEASURES
Although the new fraud standard 
supports CPAs in their efforts to 
detect material fraud, another docu­
ment issued by the AICPA and sev­
eral other professional organizations 
will help businesses combat fraud 
too. Management Antifraud Programs 
and Controls: Guidance to Help Prevent, 
Deter, and Detect Fraud identifies the 
measures an organization can take 
to prevent, deter, and detect fraud.
EMBRACING CORE CONTROLS
The introduction to Management 
Anti-Fraud Programs and Controls 
states “Research suggests that the 
most effective way to im plem ent 
measures to reduce wrongdoing is to 
base them on a set of core values 
that are embraced by the entity.” 
Antifraud programs and controls, 
the docum ent m aintains, evolve 
from three fundamental actions:
• Creating a culture of honesty and 
high ethics. Directors and officers 
of corporations set “the tone at 
the top” for ethical behavior in an 
organization.
• Evaluating antifraud processes and 
controls. Neither fraudulent finan­
cial reporting nor the misappro­
priation of assets can occur with­
out a perceived opportunity to 
com m it and conceal the act. 
Organizations should be proac­
tive in reducing fraud opportuni­
ties by:
— Identifying and m easuring 
fraud risks
— Taking steps to mitigate identi­
fied risks
— Implementing and monitoring 
effective internal controls
• Developing an appropriate oversight 
process. To prevent or deter fraud, 
an organization should have an 
appropriate oversight function in
place. Strong antifraud programs 
and controls, such as those 
described in this docum ent, 
should help companies save rev­
enue, enhance their m arket 
value, avert civil lawsuits, and 
maintain a positive image. 
Management Anti-Fraud Programs
and Controls can be accessed at
www.aicpa.org/antifraud/management.htm. X
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